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KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


Change 
1977 77-78 1979 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (Current Prices) 39,977 14.2% 52,985(1) 
Gross Domestic Product (1970 Prices) 18,765 2.3% -- 
Gross National Product (Current Prices) 38,114 14.5% -- 
Gross Domestic Fixed Investment 10 ,604 7<2% 11,936(1) 
Government Consumption 5,858 8.02% 6,933(1) 
Private Consumption 22,649 12.02% 28,615(1) 
Real Growth Rate (GDP) 0.02% -~ 3.5% 
Per Capita GNP (Dollars at Current Prices) 1,391 152 —_— 
Population (thousands) (2) 26,731 2.5% -- 


FINANCE 

Value of Total Foreign Exchange Reserves (3) (4) 906 1832 3,312 
Gold Reserves of Reserve Bank (3) (millions of oz) a7 : 0Z -— 
Other Foreign Exchange Reserves, Res. Bank (3) 401 4.7% 521 
Money Supply (3) 5,361 10.02 6,422 
Money and Near Money (3) 11,513 12.0% 13,282 
U.S. Direct Investment (Book Value) (5) 1,791 11.53% -- 


TRADE 

Exports (excluding gold) (FOB) 7,224 17.3% 4,971(6) 
Export Value of Gold Output 3,214 38.22 2,929 (6) 
Imports (FOB) 7,926 16.02 4,943(6) 
Exports to U.S. (5) 1,269 78.02% 1,230(6) 
Imports from U.S. (5) 1,054 2.3% 632(6) 


INDICES ; 

Manufacturing (7) (3) 13538 5.2% 126.6 
Mining (except gold) (7) (3) 145.4 -1.3% 154.1 
Consumer Prices (3) 128.8 11.2% 151.4 
Employment (non-agricultural) 119.9 2.02 == 


BALANCE OF PAYMENTS 

Current Account Balance +534 +1,850(6) 
Visible Trade Balance (Incl. gold exports) +2,513 +2,957(6) 
Services Balance -1,996 -1,287 (6) 
Long-term capital flow (net) +319 -176(6) 


PUBLIC FINANCE 

Exchequer Receipts (excluding borrowing) 8,018 9,176 14.42% 
Exchequer Issues (excluding borrowings) 10,005 11,643 16.32 
Government Budget Deficit (excluding borrowings) 1,987 2,466 24.12 
External Public Debt 1,559 1,361 -12.7% 


Note on exchange rate and sources: All data has been converted at the official rate of 
R1.00 = $1.15 for 1977 and 1978. For 1979 data has been converted at the rate of R1.00 = 
$1.18 which is the average rate for the first nine months of the year. Sources are South 
African except where noted. Data for previous years is subject to revision by the Reserve 
Bank and may not completely correspond to previously published figures. Included within 
the South African figures are data for Southwest Africa (Namibia), Transkei, and 
Bophuthatswana. 

Notes to Table: (1) As of second quarter at seasonally adjusted annual rate; (2) Includes 
the Transkei and Bophuthatswana; (3) As of end of the year for 1977 and 1978 and as of 
June 30 for 1979; (4) Gold portion of reserves valued at $33 an ounce up to April 1978 and 
thereafter at 90% of average free market price; (5) U.S. data; (6) First six months of the 
year; (7) Physical volume of production. 





SUMMARY 


The recovery in the South African economy which began in 1978 continued through 
the first three quarters of 1979. However, while exports showed continued strength, 
growth in domestic business activity was slower than expected. This was due pri- 
marily to an 80% rise in gasoline prices over the first half of 1979 and a re- 
sulting increase in the inflation rate to approximately 14%. The greater strength 
of the country's international trade position compared to domestic growth was 
demonstrated by the fact that, for the year ending June 30, 1979, real Gross 
National Product (GNP) grew by 5.5% while real Gross Domestic Product (GDP) grew 
by only 3.0%. Manufacturing, mining, and services were the strongest sectors in 
the first half of 1979 while retail trade was down due to a slower recovery in 
consumer spending. 


Following the 2.3% growth in real GDP in 1978, the South African Government an- 
nounced a goal of 4% real growth in 1979. However, the large oil price increases 
served to counteract much of the impact of the tax cuts in the March budget on 
consumer spending. As a result, real GDP appears likely to grow by around 3.32 
in 1979 with real GNP somewhat stronger. However, there is increasing evidence 
that the economy has now begun to pick up momentum as the expanded income from 
gold exports is finally making its impact felt through further government 
stimulus and investment. Therefore, the expectation is that the economy will 
strengthen in 1980 with growth in real GDP reaching between 4.02% and 5.02%, 
assuming external factors remain stable. 


While the economic growth rate in 1979 remained modest, the balance of payments 
continued to demonstrate impressive strength. In the first half of 1979 the 


current account surplus amounted to $1,850 million, thus surpassing the record 


1978 surplus in only six months. Various Government officials have stated that 
the current account surplus is expected to reach $3,500 million for all of 1979. 
The major factor behind the massive surplus is the rapid increase in the gold 
price assisted by growth in other mineral exports such as platinum, coal, and 
chrome. The current account surplus in 1979 was paralleled by an outflow of 
capital as net repayments were made on the country's foreign loans and trade 
financing. Net reserves grew by $329 million in the first half of 1979. Both 
the current account surplus and capital outflows are expected to be smaller in 
1980. 


Trade between South Africa and the United States expanded strongly in the first 
half of 1979 although the U.S. continued to show a large trade deficit. Of 
particular interest was the fact that after two years of little or no growth, 
American exports to South Africa increased significantly in the first six months 
of 1979. In 1978, U.S. exports grew by only 2% to $1.08 billion, and the over- 
all U.S. market share in South Africa declined. However, U.S. exports in the 
first half of 1979 at $632 million were 26% above the same period in 1978. U.S. 
imports from South Africa, which amounted to $2.2 million in 1978, showed a 302 
increase in the first half of 1979 so that the $1.2 billion trade deficit of 
1978 appears likely to continue in 1979. With economic growth expected to 
strengthen in 1980 and various major projects such as Sasol III ($3.8 billion) 
underway, the outlook for exports of American goods, particularly sophisticated 
capital equipment, is significantly improved. However, U.S. Government controls 
on exports to South Africa and the late 1978 suspension of ExIm guarantees and 
insurance programs for South Africa will continue to affect the growth of U.S. 
exports. U.S. direct investment in South Africa reached $2.0 billion at the 

end of 1978, an 11% increase over the year. 





CURRENT ECONOMIC SITUATION AND TRENDS 


National Accounts - Slow Recovery in Domestic Economy 


The recovery of the South African economy from the 1975-77 recession continued in 
1979 but did not develop the anticipated degree of momentum. After increasing 
from zero growth in 1977 to 2.3% in 1978 (revised), real Gross Domestic Product 
grew at approximately a 3.5Z annual rate in the first half of 1979. However, 
this figure is distorted by the earlier than usual agricultural harvest, and the 
underlying growth rate is believed to be closer to 3%. A major factor behind 

the sluggish growth in the domestic economy was the failure of consumer spending 
to recover as strongly as expected. This in turn.reflected the sharp increases 
in the prices of petroleum products in 1979,which drove up the inflation rate 

and kept real wages from rising. The retail price of gasoline jumped 80% between 
December 1978 and June 1979 to $2.45 a gallon. This resulted from the higher 
world oil prices and the loss of Iran as a source of supply. 


South Africa's international trade position improved markedly during the year 

as a result of the rapid increase in exports, particularly gold, but this has 
thus far had only a limited impact on domestic business activity. The situation 
is demonstrated by the fact that, for the year ending June 30, 1979, Gross 
National Product grew in real terms by a healthy 5.5%, but Gross Domestic Product 
grew by only 3%. This last figure is only marginally above the 2.5% population 
growth rate. The main problem was that the increased income from exports tended 
to accumulate in corporate-bank accounts and Government tax coffers rather than 
be channeled into productive domestic investments. This, in turn, resulted in 
high domestic liquidity, a decline in interest rates, and net repayments of 
South Africa's foreign loans. 


In the year ending June 30, 1979 the strongest growth was seen in manufacturing 
(5.52), non-gold mining (5%), and utilities (5.5%). Wholesale and retail trade 
declined by 3.5% while construction rose only 0.5%. Gross domestic expenditure 
increased by 3% in real terms in this period, but much of this was due to a 
limited increase in inventories after two years of decline. Real private and 
Government consumption expenditure rose by only 1%, and gross domestic fixed 
investment fell by 5% in real terms. On a quarterly basis, real GDP declined 
substantially in the third quarter of 1978 following the introduction of the 
retail sales tax but rose fairly uniformly in the following three quarters. 


Due to the large increases in fuel costs and the slowness with which export 
earnings are reaching the domestic economy, it appears likely that growth in 
real GDP in 1979 will be between 3.0% and 3.5%. Nevertheless, the Government 
has taken additional steps since the March budget to stimulate the economy, 
pumping in an additional $600 million. As a result of this, the impact of 
earlier tax cuts, new Government infrastructure projects, and income from 
mineral exports having a stronger impact, the overall economy appears to have 
gradually accelerated in the second half of 1979 from the generally stagnant 
level of the first half of the year. 





-5- 


Balance of Payments - Gold Spurs Large Trade Surplus 


South Africa's already strong balance of payments position improved further in the 
first half of 1979. The current account surplus in the first six months of 1979 
amounted to $1,850 million compared to a surplus for all of 1978 of $1,672 
million. The Minister of Finance, Owen Horwood, has stated that for 1979 as a 
whole the surplus is likely to reach R3 billion ($3.5 billion). A number of 
factors were involved in the increased current account surplus in the first 

half of 1979,chief of which was the strong growth in gold exports. Gold exports 
amounted to $2,929 million from January - June 1979, 43% in rand terms above the 
same period in 1978. This reflected the increase in the world gold price from 
an average of $193 an ounce in 1978 to an average of $250 in the first half of 
1979,plus the fact that South Africa produces 57% of the world's gold. However, 
non-gold exports also played a significant role in the current account surplus 
with merchandise exports reaching $4,971 million, 17% above the equivalent 
period in 1978. Mineral exports such as platinum, uranium, ferrochrome, and 
coal showed particular strength. A third factor in the size of the current 
account surplus was that, with the rather modest growth in the domestic economy, 
imports increased only by 10% to $4,943 million in the first half of 1979. 


The rise in the current account surplus in 1979 was again, as in 1978, paralleled 
by an increase in the capital outflow. In the first half of 1979, the capital 
outflow (not related to reserves) amounted to $1,522 million or $328 million 
below the current account surplus. Only $176 million of this outflow repre- 
sented long-term capital while the remainder, $1,348 million, comprised short- 
term capital. The main factors believed to be behind the short-term capital 
outflow were the continued shift from foreign to domestic trade financing and 

net repayments of other foreign loans. The shift in trade financing is in- 
fluenced by the growing gap in foreign and domestic interest rates as the South 
African prime rate continued to decline reaching 9.5% in October 1979. 


As a result of the current account surplus being larger than the capital out- 
flow, net foreign exchange reserves (gross reserves minus short foreign loans 
of Reserve Bank and monetary banking sector) increased by $324 million in the 
first half of 1979 following a $559 million rise in 1978. Gross gold and 
foreign exchange reserves rose to the equivalent of $3,312 million at the end 
of June 1979 compared to $2,564 million at year end 1978. All but $329 million 
of this increase was due to revaluation of the Reserve Bank's gold reserves 

in line with the gold price increases. 


Since the South African Government's decision in February 1979 to shift to a 
managed float, the rand gradually appreciated against the dollar. The rand 
was fixed to the dollar at the rate of R1.00 = $1.15 from September 1975 to 
February 1979. At that point, the Government announced that the rand would 

be allowed to float subject to intervention by the Reserve Bank. As of mid- 
November 1979, the rand had appreciated 4% against the dollar to R1.00 = $1.20. 
The new "financial rand" which became the medium for the movement of most in- 
vestment capital into and out of the country, initially strengthened but 
weakened again in October and November. 


Trade —- Strong Export Performance 


The strong growth in South African exports which characterized 1978 continued 
in the first three quarters of 1979. Preliminary figures released by the South 
African Government show that exports, excluding gold bullion but including gold 
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coins, amounted to $8,092 million in the January to September period, 32% in 
rand terms above the same period in 1978. The largest increases were in 
mineral products (non-gold) which were up 28% to $1,129 million, base metals 
up 36% to $1,459 million, and gold coins and diamonds were up 42% to $2,254 
million. For Krugerrand, a higher gold price offset a decline in volume. 
Agricultural exports were down 5% due to the smaller harvest, but processed 
foodstuffs were up 192. 


Imports, including oil and defense goods, rose 13% to $6,112 million in the 
first three quarters of 1979, according to preliminary figures. The main in- 
creases were in chemicals (up 22% to $682 million), textiles (up 162% to $369 
million), and mechanical and electrical machinery (up 42% to $1,921 million). 


Trade figures with individual countries are not available for the third 
quarter. However, for the first half of 1979, Government figures (again ex- 
cluding gold bullion and oil) show that West Germany continued to be the 
largest source of South African imports at $750 million followed by the 

United Kingdom at $690 million. The U.S. was in third place with $686 million, 
but this represented a 23% increase over the same period in 1978. 


Oil - Special Problems and Strengths for South Africa 


One special factor affecting the South African economy in 1979 was the cost 
and availability of imported oil. With the fall of the Shah's Government in 
Iran at the end of 1978, South Africa lost the source of approximately 802 of 
its oil supplies. Since many of the OPEC states observe an oil embargo against 
South Africa, the country was, therefore, required to purchase most of its 
oil on the more expensive spot market. In the first quarter, South Africa 
encountered difficulties in obtaining supplies even on this market, and the 
volume of oil imports dropped 40% from the preceding quarter. This caused 
the Government to enact a further 40% increase in retail motor fuel prices 
and restrictions on gasoline consumption in early June. This, in turn, had a 
negative effect on the growth and tended to offset the stimulus in the March 
budget. In the second and third quarter the supply situation eased, and the 
spot oil prices declined. 


It was initially thought that the increased price of imported crude would be 
a major balance of payments problem. While the South African Government 
does not publish statistics on oil imports, the Minister of Economic Affairs 
stated in August that oil imports were expected to be $1,400 million above 
1978. However, as demonstrated by the current account surplus in the first 
half of 1979, the income from gold exports rose at a faster rate than oil 
prices. If gold averages a conservative $280 an ounce in 1979 (the price 
was $380 in early November), it will bring South Africa an additional $2,200 
million over 1978. Therefore, unlike many countries, the increased cost of 
oil imports has not thus far been a major balance of payments problem for 
South Africa. It has, nevertheless, been a major factor in pushing the in- 
flation rate well above the 1978 level and in restraining economic growth. 


In terms of supply, South Africa's dependence on the spot oil market leaves 

it in a delicate position in the short-term if there should be new worldwide 
shortages. However, in a number of respects it is in a less vulnerable po- 
sition than most non-oil producing countries. Only 25% of South Africa's 
energy needs come from oil with the remainder based on coal. Also, the country 
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has the world's only commercial oil-from-coal process, Sasol, which is in the 
process of being rapidly expanded. The Sasol II complex, which comes into 
partial production in 1980, will provide with Sasol I an estimated 25% of South 
Africa's oil requirements. Sasol III is planned to come on stream in 1982 and 
is expected to raise this figure to 45%. In addition, South Africa has stored 
up large reserves of crude oil which most observers put at about two year's 
supply. Therefore, while the South African economy can be adversely affected in 
the short-term by disruptions of its oil supply, its dependence on imported fuel 
is expected to steadily decline over the next three years. 


Prices and Labor - Inflation and Unemployment Continue as Major Problems 


The rate of growth in consumer prices accelerated rapidly in 1979, and inflation 
emerged as one of the major problems facing the South African economy. The con- 
sumer price index for the twelve months ending October 1979 showed a rise of 
14.2% compared with an increase of 11.2% in calendar year 1978. The major factor 
behind this rise was the sharp increase in the price of petroleum products over 
the period. Retail gasoline prices rose 86% to $2.45 a gallon between December 
1978 and June 1979 reflecting both the increased cost of imported crude oil and 
the Government's efforts to reduce consumption. While no new increase occurred 
in the third quarter, the trickle down effect of the earlier increases were re- 
flected in the large increases in the consumer price index. Food prices rose 
even more rapidly than the overall index so that lower income groups, especially 
blacks, were particularly affected. Because the inflation is the "cost-push" type 
based largely on external factors, the Government has limited ability to control 
the rate through domestic monetary and fiscal policy. 


With the gradual recovery in economic growth, employment began to turn slowly 
upward in 1979 after a year of almost no growth. Employment in non-agricultural 
sectors in the first half of 1979 is estimated to have grown at just above a 17 
annual rate which is well below the 2.6% or 200,000 person per year increase in 
the workforce. As a result, unemployment, especially among blacks, has continued 
to increase. The actual level of unemployment remains a subject of considerable 
controversy. Estimates based on data in the Government's Economic Development 
Program, published in October, show that unemployment amounted to approximately 
one million persons or 10% of the workforce in 1979. For blacks the percentage 
of unemployed is estimated at 13%. Various private studies have given higher 
unemployment estimates with the most pessimistic being a recent study by a 
Witwatersrand University Professor which estimates unemployment at 2.2 million 
(or 25%) if underemployed persons engaged in subsistence farming in the homelands 
are counted as unemployed. 


The Economic Development Program (EDP) (1978-87) identifies unemployment as the 
major long-term problem facing the economy. The EDP estimates that even with 
an average real growth rate of 5% over the ten year period, unemployment will 
still grow from 10.6% to 11.5%. Therefore, the EDP calls for Government action 
to remove the structural impediments to the mobility and utilization of labor 
which produced the current situation of surplus unskilled black labor while there 
is a shortage of skilled workers. In this regard, the Government in September 
took another step in the implementation of the labor reforms recommended by the 
Wiehahn Commission. It announced that full trade union rights would be extended 
to all blacks including those which commute from the "independent" homelands. 
Only foreign workers from neighboring states (largely mine workers) are now ex- 
cluded from trade unions. 
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Mining and Industry - Steady Growth 


While much of the South African economy in 1979 is still characterized by modest 
or limited growth, the mining industry is unquestionably booming. Mineral sales 
(including gold) in the first seven months of 1979 amounted to $6,100 million, 
45% above the same period in 1978. The rise in world prices for many of South 
Africa's mine exports, particularly gold, and the increased volumes of exports 
allowed by the new rail and port infrastructures have enabled virtually all 
elements of the mining industry to show increased incomes. This is exerting a 
steady expansionary force on the overall economy. Gold, of which South Africa 
produces 57% of the world supply, has nearly doubled in price over the first nine 
months of 1979, climbing from just over $200 an ounce in January to over $400 in 
October before falling back to $380. Significant price increases also occurred 
in a number of other South African mine exports including platinum, diamonds, 
manganese, and ferrochrome. There was, however, a tendency for world prices of 
non-gold minerals to level off in the second half of 1979. 


Largely as a result of the stronger world prices, a considerable amount of in- 
vestment in the mining industry is taking place. Three new gold mines opened 
in South Africa in 1979, the first such mines in a number of years. In spite of 
this, the volume of gold production is not expected to increase about the 704 
ton level of 1978 because there is a policy of mining lower grades of ore in 
periods of high prices. Other investments in mines and refineries are taking 
place in platinum, manganese, uranium, copper, and nickel. Growth in coal ex- 
ports is,in its own way,as spectacular as the performance of gold. In coal's 
case, the volume of exports has grown from 2 million tons a year in 1975 to 14 
million tons a year in 1978 and an anticipated 22 million tons in 1979. Pre- 
liminary data indicates that coal is now approaching diamonds as South Africa's 
second largest export commodity. Five new coal mines came into production in 
1979 including the world's largest coal mine at Bosjesspruit. 


Manufacturing was one of the stronger sectors in the first half of 1979,with the 
physical volume of production averaging 5.5% above the 1978 level. Heavy equip- 
ment sectors in particular benefitted from Government investment projects such 
as Sasol and new mining expansions. Steel mill output showed an 11.5% increase 
from January to August compared to the same period in 1978. Automobile sales 
showed the effects of the gasoline price increases as new car sales in the first 
eight months of 1979 were 140,900 units, 2.5% above the equivalent period in 
1978. Sales of commercial vehicles were down 4.7% in the same period. 


Agriculture - 1979 Drought Damage less than Feared; 1980 Prospects Good 


South Africa's 1979 crops were not as badly affected by the drought as was pre- 
dicted earlier in the season. The corn crop is down from 10.1 million tons in 
1977-78 to 7.9 million tons this year cutting back exports to 2.5 million tons 
compared to 3 million tons in the previous season. Prices being realized on 
exports are not good, and the Maize Board's Stabilization Fund will have to cover 
some losses. 


The wheat crop presently being marketed shows a 29% increase over the previous 
season to total 2.2 million tons but with the Government-set prices being 
higher than world prices, exports will be limited to about 130,000 tons. 
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Sunflower and peanut crops suffered from the drought, and peanut export earnings 
will be down substantially. The sugar crop was good, but the International 
Sugar Agreement limitations on exports coupled with low world prices depressed 
the industry. Other export crops such as fruit, wool, and mohair had relatively 
good seasons. Agriculture's export value during 1979 is, however, not ex- 
pected to reach 1978 levels. 


Conditions for the 1980 crops which are now being planted are favorable with 

good rains experienced in most production areas. Assuming normal weather for 
the rest of the season, a corn crop of about 10 million tons is expected with 
exports of about 3.3 million tons during the 1980-81 marketing year. 


Economic Prospects — Strong Growth Expected in 1980 


1979 has seen a gradual acceleration of growth in real GDP from the 2.32 level 
of 1978, but the increase in domestic business activity has been less vigorous 
than expected particularly in the first half of the year. This is due largely 
to the sharp increases in oil prices and the slowness with which export earnings 
are working their way into the domestic economy. However, indications have 
emerged in the third quarter that the rate of economic growth is starting to 
pick up momentum. In particular, the Government has moved to pump an additional 
$600 million into the economy in addition to the $900 million in tax cuts an- 
nounced in the March budget. These measures are having a favorable impact on 
consumer spending and confidence. As a result of this and the growing income 
from exports, the economy shows signs of moderately stronger growth in the 
second half of 1979 and about 3.3% real increase in GDP appears likely for the 
entire year. 


Beyond the moderate improvement in 1979, considerable evidence has emerged that 
the base has been laid for significantly more rapid growth in 1980. Among the 
favorable factors are 1) a very large current account surplus so that imports 
can increase substantially without causing balance of payments problems; 2) a 
significant increase in Government income from taxes on gold which make possible 
the stimulus already announced and just starting to take effect as well as an- 
ticipated further tax cuts in the March 1980 budget; 3) the fact that con- 
siderable amounts of foreign loans and trade financing have been repaid, thus 
providing a line of credit which can be drawn on for future capital needs; 4) 
the low level of inventories which will stimulate new investment; 5) the low 
level of domestic interest rates (South African prime rate in November is 9.52 
compared to 14.5% in the U.S.) which will tend to encourage investment; and 6) 
the expanded income from gold and other exports which is finally working its 
way into the domestic economy. As a result of these factors, it is expected 
that Gross Domestic Product will increase to between 42% and 5% in real terms 
with 4.5% the most widely used projection. This presumes that no major de- 
terioration takes place in external or internal political factors. 


As previously noted, the current account of the balance of payments is expected 
to reach a massive $3.5 billion surplus in 1979. This reflects the booming 

gold price, strong exports of other minerals, and rather modest increases in 
imports. It is unlikely, however, that a surplus of this size can be main- 
tained in 1980. This is due in part to the substantial growth in imports 

which will accompany the anticipated upturn in economic growth. It is also 

due to the expectation that with economies of the United States and Western 
Europe entering a period of slower growth and possible recession, mineral exports 
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will not increase as rapidly as in 1979. On the other hand, a decline in exports 
is not foreseen in view of the wide variety of precious metals and industrial 
minerals which South Africa produces. Another assumption is that further large 
increases in the gold price are unlikely in 1980, but past predictions on the 
price of this volatile commodity have been more often wrong than right. For the 
foregoing reasons, it is expected that the current account surplus will be con- 
siderably smaller in 1980, probably below $1 billion and possibly falling into 
deficit in the last quarter. A major decline in the gold price to levels well 
below $300 could, however, push the current account in deficit much earlier. 


Just as the current surplus is expected to set a record in 1979, the capital 
outflow is also expected to be considerably above the $1,127 million recorded 

in 1978 although not as large as the current account surplus. Net reserves 
should again show a moderate increase in 1979. In 198C,a considerably different 
situation is expected with the capital outflow declining significantly and 
possibly turning into a small surplus. This reflects the fact that South Africa 
has already repaid considerable portions of its foreign debt, particularly in 
trade financing. As the economy expands and capital needs grow, capital flows 
are likely to stabilize ox may turn positive somewhere in 1980 if political 
factors remain stable. While it is unlikely South Africa would be able to 
obtain capital flows on the level of the early 1970s, the country's ability to 
raise medium-term foreign funds has improved noticeably in the last two years. 


A promising, but as yet unclear, factor in the economic outlook is the series 

of new initiatives announced by Prime Minister P. W. Botha aimed at giving the 
non-white population a greater share in the economy and at strengthening the 
role of the private sector vis-a-vis Government. In the first area, the Govern- 
ment has lifted certain of the restrictions on black businesses and trade unions 
and has indicated that new investments in such areas as black housing and edu- 
cation will be forthcoming. However, most of the actual implementation of the 
new initiatives have yet to be carried out, and it is not clear how far they 
will go in removing the current restrictions on non-whites in the economic 

area. In the second area,the Government has announced a policy of reducing 

the role of Government in the economy and allocating more investment resources 
to the private sector. It has also brought the private sector into economic 
decision-making to a greater degree than before and appointed businessmen to 

a number of key commissions. One concrete example of the new initiatives was 
the decision to open Sasol to public ownership by selling off an initial $600 
million in shares to private investors. 


While there is general agreement among South African economists that indicators 
point to considerably expanded real growth in 1980, non-economic or external 
factors have frequently arisen in recent years to hold down growth below ex- 
pected levels and could do so again. The sharp rise in oil prices weakened 
economic growth in 1979 and while South Africa will be less vulnerable in 1980, 
major new oil price increases could affect the growth rate. Also, while various 
factors have tended to reduce the likelihood of some form of international 
economic sanctions against South Africa, the latent threat of such action re- 
mains in the background with the potential to reduce the level of economic 
growth. In more concrete areas, however, the two most serious problems con- 
fronting the economy in 1980 are the unemployment rate among blacks and the 
level of inflation. The Government's Economic Development Program states that 
even a 5% rate of real growth will not be enough to reduce the unemployment 

and further structural reforms are essential. The high inflation rate (1427 

as of October 1979) was caused by external factors such as oil prices and 
limited improvement to perhaps 13% in 1980 is possible if external factors 
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remain stable. However, the possibility of further deterioration to around 152 
is probably as equally likely a possibility. 


Implications for the U.S. - Good Prospects for U.S. Exports 


Trade between South Africa and the United States expanded strongly in the first 
six months of 1979 with two-way trade reaching $1,862 million compared to 
$3,338 million in all of 1978. In contrast to 1978 when most of the growth 
was in South African exports to the U.S., imports of American products were up 
significantly in 1979. However, the U.S. trade deficit with South Africa 
remained at over a billion dollars at an annual rate. 


Imports from the U.S. increased by only 3% in 1978 to $1,079 million compared 
to a 22% increase in overall imports. This caused the U.S. market share to 
decline from 19% to 15.7%. In the first six months of 1979, however, imports 
from the U.S. were $632 million, 23% above the equivalent period in 1978. 
Overall South African imports, excluding oil, were up 13%. As a result, the 
U.S. market share recovered to 17% but still remains at a lower level than 
the 1975-77 period. The stronger showing in 1979 is believed to reflect the 
moderate growth in overall imports, the particularly strong growth in certain 
key sectors such as mining equipment and computers, and the somewhat diminished 
impact of the U.S. Government controls on exports to South Africa introduced 
in 1978. 


South African exports to the U.S. nearly doubled in 1978 to $2,259 million. 

In the first six months of 1979 these exports continued to perform strongly 
reaching $1,230 million, 30% above the equivalent period in 1978. A breakdown 
of South African exports to the U.S. in this period is not yet available, but 
Krugerrands, industrial and gem diamonds, chrome, ferroalloys including ferro- 
chrome, steel, and platinum are believed to have continued as the main com- 
modities. 


The outlook for the export of U.S. products to South Africa in 1980 is fairly 
good. The anticipated increase in the economic growth rate to 4-5% is expected 
to cause overall South African imports to rise by around 252%. Much of this 
increase will be in sophisticated capital equipment, areas of traditional U.S. 
strength. Two problem areas for imports of U.S.-origin goods remain, however. 
The first is Export Administration Regulation 175 of February 1978 which pro- 
hibits the sale of any American products or products containing American com- 
ponents or technology to the South African police or military. This regulation 
has posed problems for some U.S. companies in competing on general Government 
procurement and, as an indirect result, has affected certain private sector 
sales. The other problem area is the suspension of Export-Import Bank guarantees 
and insurance in South Africa as a result of legal problems stemming from the 
Evans Amendment to the 1978 Ex-Im Appropriation Act. Implementing procedures 
for the Amendment are expected to be worked out in the near future, but it is 
unclear the extent to which the conditions of the Amendment will in actual 
practice permit the issuance of new ExIm guarantees in South Africa. The sus- 
pension of ExIm programs does not appear to have had a major impact on U.S. 
exports to South Africa thus far, but may be a factor in the ability of U.S. 
firms to compete on major projects and large capital equipment sales in the 
future. Overall, these two problem areas may keep the percentage rise in the 
import of American products slightly below the increase in total imports. 
Nevertheless, U.S. sales in South Africa appear likely to increase substantially 
in 1980 as a consequence of the higher level of economic growth. 
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The anticipated expansion of both private and Government investment in 1980 
should offer significant opportunities for U.S. firms, and several major 
Government projects are already underway. Largest of these is the $3.8 billion 
Sasol III oil-from-coal project which was begun in 1979 and is due for comple- 
tion in 1982. The U.S. Fluor Corporation is the prime engineering contractor 
for the project. Other projects include a $350 million diesel engine plant at 
Atlantis which is being built by the Industrial Development Corporation in 
partnership with two European firms. However, when this plant comes on stream 
(estimated in 1981), there is expected to be a considerable reduction in diesel 
engine imports from the U.S. and elsewhere. Finally, ESCOM, the Government- 
owned electricity agency, has plans to spend several billion dollars in new 
coal burning power plants over the next five years. 


The areas which are likely to see the greatest expansion of imports from the 
U.S. in 1980 are the fields of traditional U.S. strength. Mining and con- 
struction equipment sales ($85 million in 1978 from U.S.) will continue to 
benefit from the new investment occurring in the mining industry. Computers 
and office equipment ($55 million from U.S. in 1978) is a booming market 

which offers considerable potential for U.S. firms in spite of problems posed 
in some areas by expanded U.S. export controls. Machine tools, process control 
electronic test equipment, and metal working equipment are all expected to 
expand significantly as real capital investment turns upward. Considerable 
attention has recently been focused on increasing the facilities for black 
education, particularly in technical fields, and a number of new technical 
schools are planned. This should offer expanded opportunities in the area of 
educational equipment. Imports of chemicals from the U.S. reached $147 million 
in 1978 and should continue strong in 1980. While imports of consumer goods 
will also probably increase in 1980, South Africa is increasingly self- 
sufficient in this area, and licensing arrangements often provide better op- 
portunities. This is true of a number of intermediate goods as well. 


U.S. investments in South Africa increased 11% in 1978 to $1,994 million. 

Most of this is believed to have stemmed from retained earnings, and the number 
of U.S. companies with subsidiaries in South Africa remained at just over 300. 
In 1979, however, there have been several instances of U.S. companies, par- 
ticularly those in the automotive field, taking advantage of the financial 

rand discount to expand their South African investments. Outstanding U.S. 

bank loans in South Africa amounted to $2.2 billion in 1977 but may have de- 
clined in 1979 as South Africa has made net repayments of foreign loans. 


The United States Government neither encourages nor discourages American in- 
vestment in South Africa. American companies considering investment in South 
Africa will wish to take into account both the economic and political situation 
within the country including the impact of the system of legalized racial 
discrimination on long-term stability. Potential and current U.S. investors 
should also give careful consideration to relations with their non-white work- 
force. The United States Government strongly urges U.S. firms to assume 
sufficient responsibility for the adequacy of their compensation and other 
benefits to permit a decent standard of living for all their workers. It 
supports the Sullivan Guidelines which call for equal and fair treatment as 
well as advancement of black workers. Guidance of employment practices in 
South Africa is available from the U.S. Embassy and Consulates General in 
South Africa and from the Department of State and Department of Commerce in 
Washington. ‘ 
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